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1 Figure 2-12 - Chapter 2 Filing Requirements - Appendix 28 
2 Fixed Asset Continuity Schedule As at December 31, 2011 
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Section II: Revenue La s 

A Revenue Lag is the time difference between when service is provided to a customer and when 
customer payments for such services are available to the Company. A Revenue Lag consists of four 
sequential components: a) Service Lag; b) Billing Lag; c) Collections Lag; and d) Payment Processing 
Lag. The Lag times of each of these four components when added together results in the Revenue Lag 
for the purpose of calculating the working capital requirements of the Company. 

Based on an analysis of its components described in greater detail below, the Revenue Lag consists of 
Service Lag of 30.27 days, a Billing Lag of 17.35 days, a Collections Lag of 24.00 days, and a Payment 
Processing Lag of 1.21 days. When the components are added together, the overall Revenue Lag for the 
Company is 72.84 days as shown in Table 1 below. 

rable L CalcuJaljon of Total Hevenue Lag 

Component of Overall Revenue Lag Lag 
Time 

Service Lag 30.27 days 
Billing Lag 17.35 days 
Collections Lag 24.00 days 
Payment Processing Lag 1.21 days 
Total 72.84 days 

._~ 

Service Lag 

A Service Lag measures the time from the Company's provision of electricity to a customer to the time 
the customer's service period ends and the meter is read. Interviews with Company's Customer Services 
staff indicated that the Company's smaller (residential and small commercial) customers are on a bi
monthly service schedule. Larger customers are on a monthly schedule. Considering this information 
and using a mid-point methodology, a Service Lag of 30.27 days was determined for the Company's 
regulated distribution operations. 

Billing Lag 

A Billing Lag is the time period between the end of a customer's service period and meter read to the 
time that customer's bill is generated and dispatched. While customer consumption data was readily 
available subsequent to a meter read, interviews with the Company's Customer Service Department 
indicated that the key determinant of the Company's ability to dispatch a bill to its customer was the 
receipt of pricing data from the Ontario Independent System Operator ("IESO") which could take up to 
11 or 12 business days. Taking this information into account, an overall Billing Lag of 17.35 calendar 
days was determined. 

A Determination of the Working Capital Requirements of Horizoll Utilities Distribution Business F'age ,j 
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8 Question 7 

9 Reference: Exhibit 2, Tab 4, Schedule 1, Appendix 2-3 

a} Please provide all the data, calculations and assumptions used by rate class to 

11 arrive at a service lag of 30.27 days. 

12 b} Does Horizon have any plans to move residential and small commercial 

13 customers to monthly billing? If yes, please elaborate on the timing of any such move. 

14 c} Did the service lags used include 30.42 days for customers billed on a bimonthly 

basis (i.e. 365 / 6 / 2) and a service lag of 15.21 days for customers billed on a monthly 

16 basis (i.e. 365 / 12/ 2)? If not, please show the calculation of the monthly and bimonthly 

17 service lags. 

18 d} Please indicate which rate classes are billed on a bimonthly basis and which rate 

19 classes are billed on a monthly basis. 

e} Please provide an example of the pricing data 'from the IESO that results in the 

21 delay in processing the bill to a customer by up to 11 or 12 business days. 

22 f} With respect to the collection lag, is this accounts receivable analysis done on a 

23 rate class by rate class basis? If so, please provide the collection lag for each rate 

24 class based on the specific accounts receivable analysis for the rate class. If it is not 

done on a rate class specific basis, please explain why not. 

26 g} Please provide the dates and amounts of property tax payments made that result 

27 in the average payment lag time of (194.8) days as shown on page 10. 
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1 h) Please show the derivation of the GST/HST lag of (17.41) days shown in Table 5 

2 and reconcile it with the total revenue lag shown in Table 1. 

3 i) Please recalculate the percentages of 13.6%, 13.8% and 14.2% shown in Tables 

4 6 through 8, respectively under the assumption that all rate classes are billed on a 

5 monthly basis. 

6 j) With reference to the interest costs shown in Exhibit 5, Tab, Schedule 2, Table 5

7 1, please explain $10.1 million interest expense shown in Table 8 for 2011. 

8 Response: 

9 a) The data, calculations and assumptions used in the derivation of the 30.27 days are 

10 shown in the Table below. The Table includes data on the number of monthly and bi-

II monthly customers. The assumptions regarding the mid-points of the service period for 

12 both monthly and bi-monthly customers are shown. Items that are calculated in the 

13 Table below are a) the weighting factors and b) the resulting service lag in days. 

Number of Customers/Accounts Weighting Factors Mid Points 
Service Lag 

Days 
Rate Classification Monthly Bi Monthly Total Monthly Bi Monthly Monthly Bi Monthly 
Residential 212,580 212,580 0.00% 90.49% 15.21 30.42 27.52 
General Service < 50 17,979 17,979 0.00% 7.65% 15.21 30.42 2.33 
General Service> SO 2,216 2,216 0.94% 0.00% 15.21 30.42 0.14 
Large Users 12 12 0.01% 0.00% 15.21 30.42 0.00 
Unmetered and 

Scattered 1,879 1,879 0.00% 0.80% 15.21 30.42 0.24 
Sentinel 250 2S0 0.00% 0.11% 15.21 30.42 0.03 
Streetlights 4 4 0.00% 0.00% 15.21 30.42 0.00 
Total 2,232 232,688 234,920 30.27 days 

14 

15 

16 

b) No, Horizon Utilities does not currently have any plans to move residential and small 

commercial customers to monthly billing. 

17 c) Yes. 

18 

19 

d) As used in Horizon's lead/lag study, the information requested is provided in the 

Table below. 

20 

21 
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Class Frequency of Billing 

Residential Bi-Monthly 

General Service < 50 kW Bi-Monthly 

General Service> 50 kW Monthly 

Large Users Monthly 

Unmetered and Scattered Bi-Monthly 

Sentinel Bi-Monthly 

Streetl ights Monthly 

2 

3 e) Horizon's meters measure volumes of kilowatthours consumed by customers. These 

4 volumes need to be applied to prices (cents/KWh) in order to generate a bill. 

5 f) No. The analysis has not been performed on a rate class by rate class basis (see 

6 response to d) for a list of rate classes). Horizon Utilities prepares its aged accounts 

7 receivable and credit analysis using two categories of customers; a) residential, and b) 

8 commercial, which closely aligns to its credit policies. g) As explained on page 2 of 

9 Exhibit 2, Tab 4, Schedule 1, Appendix 2-3, the expense lead time consists of two 

10 components: a service component, and a payment component. Adding the two 

11 together and dollar weighting them produces a weighted average expense lead time for 

12 a particular of expense. In the instance of property taxes (page 10 of Exhibit 2, Tab 4, 

13 Schedule 1, Appendix 2-3), the weighted avera.ge expense lead time was determined to 

14 be (12.30) days and the service lead time was 182.50 days. The average payment lag 

15 time of (194.8) days is the "delta" between the service lead time and the weighted 

16 average expense lead time. 

17 h) The derivation of the (17.41) days of the GST/HST lag is shown on Cols (A) through 

18 (F) of the Table below. The discussion following the Table explains how the values in 

19 the Table were calculated and, in doing so, reconciles with the total revenue lag 

20 calculation shown on Table 1 of Exhibit 2, Tab 4, Schedule 1, Appendix 2-3. 

21 

22 

23 

24 
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8 QUESTION TC #4 

9 Reference: EP Interrogatory 7 & Exhibit 2, Tab 4, Schedule 1, Appendix 2-3 

a) The evidence indicates that the billing lag was estimated to be 17.35 days. Was 

11 this estimate based on the assumption that the lag was the same for each rate class? If 

12 not, please provide a table showing the calculation of the overall 17.35 day billing lag. 

13 b) Similar to (a) above, was the estimate of the overall payment processing lag of 

14 1.21 days based on the assumption that the lag was the same for each rate class? If 

not, please provide a table showing the calculation of the overall 1.21 day payment 

16 processing lag. 

17 c) The evidence indicates that the collection lag is a dollar weighted average. 

18 Please provide a table, similar to the response provided in part (a) of the interrogatory, 

19 showing the calculation of the collection lag. 

d) The response provided to part (a) of the interrogatory indicates that the number 

21 of customers/accounts was used for the weighting. What year was used to arrive at 

22 these figures? 

23 e) The response provided to part (a) of the interrogatory shows that the weighting 

24 factor used to arrive at the overall service lag is the number of customers/accounts. 

Please provide a revised calculation of the overall service lag if the weighting factors 

26 were changed from the number of customers/accounts to revenue (i.e. distribution 

27 revenue, transmission related costs, cost of power, regulatory charges, debt retirement 

28 charge, etc.). 

29 
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1 Response: 

2 a) Yes, the estimate that the billing lag was estimated to be 17.35 days was based
 

3 on the assumption that the lag was the same for each rate class.
 

4 b) Yes, the estimate of the overall payment processing lag of 1.21 days was based
 

5 on the assumption that the lag was the same for each rate class.
 

6 c) The following table provides the computation of the collection lag:
 

RECEIVABLES BALANCES - $s 
Current 45,710,004 
Less Than 30 Davs 10,531,479 
31 - 60 days 1,999,527 
61 - 90 days 788,233 
> 90 Days 1,955,275 
Total 60,984,518 
PERCENT OF TOTAL 
Current 74.95% 
Less Than 30 Days 17.27% 
31 - 60 days 3.28% 
61 - 90 days 1.29% 
> 90 Davs 3.21% 
AVERAGE LAG TIME (Days) 
Current 16.00 
Less Than 30 Days 23.00 
31 - 60 days 38.00 
61 - 90 days 53.00 
> 90 Days 190.50 

TOTAL WEIGHTED LAG TIME 24.0032 davs 

7 

8 d) The year 2009 was used to arrive at the figures. 

9 e) Service Lag is intended to measure the amount of time between the start of a 

10 period of energy delivery to a customer and the time the service period ends and the 

11 customer's meter is read. For working capital purposes, the overall service lag for 

12 Horizon Utilities would be exactly at the mid-point of the service lags for all customers 

13 served. 

14 Assume hypothetically that a utility such as Horizon Utilities has two customers: 

15 Customer A whose meter is read bi-monthly and Customer B whose meter is read 

16 monthly. The mid-point of the service period for the bi-monthly customer would be 30 

17 days and that for the monthly customer would be 15 days. All else being equal, a 

18 weighted average of the time that service was received from the Company by both 

19 customers and meters were read would be 22.5 days i.e., (30+15)/2. Horizon Utilities 
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1 submits that this result is appropriate given that the weighted average service time is 

2 exactly at the mid-point of the mid-point of both customers. 

3 Assume further that that the bi-monthly customer (Customer A) has a bill of $1,000 and 

4 the monthly customer (Customer B) has a bill of $9,000. Using dollars to weight the 

5 period of service would indicate that the average period of service for both customers 

6 would be (30 * $1,000/$10,000) + (15 * $9,000/$10,000), Le., 16.5 days. Horizon 

7 Utilities submits that this result of 16.5 days is not appropriate given that it is not 

8 representative of how service was provided to both customers, particularly the bi

9 monthly customer. 

10 Respectfully, Horizon Utilities submits that it is not appropriate to use weights based on 

11 revenues to calculate the service lag. Horizon Utilities' meter reading and billing cycles 

12 initiate a revenue cycle which affects specific customers irrespective of the revenues 

13 associated with those specific customers. In the example above, the meter reading and 

14 billing cycles would occur when the service period ends and meters are read. Horizon 

15 Utilities has a fixed meter reading schedule that is dependent on the resources 

16 available, the number of customers that receive service, where they are located, and 

17 how their meters are read (e.g., AMR, manual, etc.). Horizon Utilities' meter reading 

18 schedule is not based on expectations of revenues from any particular class or type of 

19 customer and thus, it would be inappropriate to use a revenue weighting approach to 

20 determine the average period of time over which Horizon Utilities' customers receive 

21 service. 

22 With consideration for the foregoing submissions, the following is a revised calculation 

23 of the overall service lag jf the weighting factors were changed from the number of 

24 customers/accounts to revenue. The service lag for 2009 would be 26.70 days. 

25 

26 

27 

28 

29 

30 
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Rate Classification 

Revenues 
from 

Monthly 
Customers 

Revenues 
from Bi 
Monthly 

Customers 
Total 

Revenues 

Service Lag 
Monthly 

Customers 
Days 

Service Lag 
Bi Monthly 
Customers 

Days Monthly 
Bi 

Monthly 
Weighted 

Lag 
Residential $  $55,192,117 $55,192,117 15.21 30.42 0.00% 62.31% 18.95 
General Service < 50 - 10,889,476 10,889,476 15.21 30.42 0.00% 12.29% 3.74 
General Service> 50 15,201,214 - 15,201,214 15.21 30.42 17.2% 0.00% 2.61 
Large Users 4,797,288 - 4,797,288 15.21 30.42 5.4% 0.00% 0.82 
Unmetered and 
Scattered - 822,018 822,018 15.21 30.42 0.0% 0.93% 0.28 
Sentinel - 30,105 30,105 15.21 30.42 0.00% 0.03% 0.01 
Streetlights 1,650,885 - 1,650,885 15.21 30.42 1.86% 0.00% 0.28 

Total $21,649,387 $66,933,717 $ 88,583,104 26.70 
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8 QUESTION TC #2
 

9 Reference: VECC #3 and VECC #13
 

a) The response to part (a) does not address the question as originally proposed. For 

11 each year (2003-2009), please provide a schedule that sets out: 

12	 1. The actual HOD and COD values for the year 

13	 2. The "weather normal" HOD and COD values 

14	 3. The difference between the actual and weather normal values for HOD and COD 

4. The product of these differences and the respective coefficients for HOD and COD, 

16 as established in through the regression analysis. In doing so, please use the updated 

17 coefficients from VECC #2 c). 

18	 5. The actual purchases (excluding Large Users) for each year. 

19	 6. The "weather normal" purchases for each year calculated by adjusting the actual 

purchases (item (5)) by the estimated impact of weather (item (4)). 

21 b) Please repeat part (a) based using the actual results for 2010, per VECC #13 a). 

22 Response: 

23 a) The requested information is provided in the following table. Please note the 

24 resulting Estimated Actual Weather Normal values are consistent with the Estimated Actual 

Weather Normal numbers shown in Horizon Utilities' response to VECC Interrogatory 3. 

26 
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Actual 
Heating 
Degree 
Days 
(A) 

Actual 
Cooling 

Degree Days 
(B) 

Weather 
Normal 
Heating 
Degree 
Days 
(C) 

Weather 
Normal 
Cooling 
Degree 
Days 
(D) 

Difference in 
Heating 

Degree Days 
(F) == (A) 

(C) 

Difference in 
Cooling 

Degree Days 
(G)==(B)

(D) 

Difference in 
Heating 

Degree Day 
apply to 

Coefficient of 
94,813 
(GWh) 

(H) == (F) * 
94,813 

/1,000,000 

Difference in 
Cooling 

Degree Day 
apply to 

Coefficient of 
910,315 
(GWh) 

(I) == (G) * 
910,315 

/1,000,000 

Actual 
Purchases 

(GWh) 
(J) 

Estimated 
Actual 

Weather 
Normal 
(GWh) 

(K) == (J) - (H) 
(I) 

2003 4009 257 3789 290 221 -33 20.9 (30.0) 4,490.3 4,499.4 
2004 3802 207 3789 290 14 -83 1.3 (75.2) 4,462.3 4,536.1 
2005 3863 439 3789 290 75 149 7.1 135.5 4,652.5 4,510.0 
2006 3385 303 3789 290 -403 14 (38.2) 12.3 4,479.1 4,505.0 
2007 3732 349 3789 290 -57 59 (5.4) 538 4,511.1 4,462.7 
2008 3868 239 3789 290 79 -51 7.5 (46.3) 4,398.4 4,437.2 
2009 3861 235 3789 290 72 -55 6.9 (50.2) 4,207.5 4,250.9 
2010 3566 358 3789 290 -222 68 (21.1) 61.9 4,296.1 4,255.31 

2 b) The requested information is provided in response to part a). Consistent with part a), 

3 the 2010 actual purchases exclude Large Use customers and do not reconcile with the 

4 information in Horizon Utilities' response to VECC Interrogatory 13 a), as the 2010 actual 

5 purchase data provided in Horizon Utilities' response to VECC Interrogatory 13 a) includes 

6 Large Use customers. 
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